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SUBJECT: PRELIMINARY ASSESSMENT OF BOG'S "R ATTONAT JZ.ATION”PROGR AM 

1 . SUMMARY. PRESS AND PUBLIC REACTION TO THE JANUARY 17 
ANNOUNCEMENT BY PRESIDENT GEISEL OF MEASURES TO CUT 
GASOLINE AND FUEL OIL CONSUMPTION HAS BEEN NEGATIVE ON 
BALANCE. THE NEED TO REDUCE THE PAYMENTS DEFICIT IS 
GENERALLY ACKNOWLEDGED, BUT THERE ARE FEARS ABOUT THE 
EFFECTS ON EMPLOYMENT AND INFLATION, AND INCREASED 
SKEPTICISM ABOUT THE BOG'S WHOLE APPROACH TO COMPLEX 
ECONOMIC PROBLEMS. A REDUCTION IN GASOLINE CONSUMPTION 
PROBABLY WILL BE ACHIEVED, BUT AT A HIGH COST IN 
REDUCED EMPLOYMENT AND CONSUMER DISSATISFACTION. 

END SUMMARY. 

2. THE INITIAL REACTION TO THE GOB'S 15-POINT PLAN 
TO RATIONALIZE THE CONSUMPTION OF PETROLEUM 
DERIVATIVES HAS BEEN NEGATIVE ON BALANCE, PARTICULAR- 
LY NEGATIVE ABOUT THE 2-CRUZEIRO PER LITER DEPOSIT 
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ON GASOLINE PURCHASES. STILL, SOME OBSERVERS HAD 
PREDICTED A MORE NEGATIVE REACTION THAN HAS OCCURRED. 
PREDICTABLY.MOST OFFICIAL SECTORS HAVE GENERALLY 
APPLAUDED THE PROGRAM; ECONOMIC MINISTERS DESCRIBE 
IT AS NON-INFLATIONARY, CERTAIN TO BE EFFECTIVE, AND 
NOT SO HARSH OR BUREAUCRATICALLY DIFFICULT TO 
ADMINISTER AS RATIONING. OPPOSITION LEADERS HAVE 
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ATTACKED THE PLAN AS "UNCONSTITUTIONAL," "ILLEGAL." AND 
"EXTORTIONIST." (AT LEAST SOME OPPOSITION LEADERS PREFER 
RATIONING, HOWEVER, WHICH MIGHT HAVE HAD A GREATER IMPACT ON THE CON- 
SUMER THAN THE MEASURES ANNOUNCED.) EDITORIALS IN MAJOR NEWSPAPERS 
HAVE SEE-SAWED BACK AND FORTH, SOMETIMES PRAISING THE RATIONAL- 
IZATION PROGRAM FOR ITS "INGENUITY" AND SOMETIMES BITTERLY CRITI- 
CIZING THE "INGENUITY" AND SOMETIMES BITTERLY CRITICIZING THE 
"HYPROCRISY" OF THE MEASURES, PARTICULARLY THE 
GASOLINE DEPOSIT, AND CHARGING THAT THE MEASURES 
HAVE COME 3 YEARS TOO LATE. THERE IS PARTICULAR 
CRITICISM OF CERTAIN SPECIFIC EFFECTS OF THE PROGRAM 
(E.G., UNEMPLOYMENT GENERATED BY THE ONE-THIRD 
REDUCTION IN SERVICE STATION OPERATION HOURS). 

3. BUSINESSMEN STRESS THE PROGRAM'S INFLATIONARY 
ASPECTS AND THE INEVITABLE BUREAUCRACY, AND THEY 
QUESTION WHETHER THE COSTS OF THE DEPOSIT SCHEMES 
FOR GASOLINE AND FUEL OIL ARE WORTH THE RELATIVELY 
SMALL FOREIGN EXCHANGE SAVINGS EXPECTED ($120 
MILLION A YEAR HAS BEEN ESTIMATED BY ONE SAO PAULO 
GROUP). ECONOMISTS OF ALL PERSUASIONS SEEM STRONGLY 
OPPOSED TO THE SCHEME. THE AIR FORCE AND NAVY 
MINISTERS REPORTEDLY EXPRESSED ADVERSE REACTIONS- 
A RARE BREAK IN THE USUAL PATTERN OF AT LEAST OVERT 
MILITARY SUPPORT FOR THE REVOLUTION S ECONOMIC POLICIES. 

4. REACTING TO CRITICISM, PRESIDENT GEISEL CHARGED 
ON JANUARY 20 THAT THOSE OBJECTING TO THE PROGRAM 
WERE "DEFEATISTS, PESSIMISTS, NEGATIVISTS, AND 
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THOSE WHO ARE ALWAYS ANTI." HE SAID SOMETHING HAD 

TO BE DONE, PREFERABLY SHORT OF RATIONING, AND HIS 

PROGRAM WAS THE "LEAST BAD" OF A SERIES OF UNSATISFYING 

CHOICES. FINANCE MINISTER SIMONSEN HAS BEEN 

QUOTED IN THE PRESS AS COMPLAINING THAT PRICE INCREASES 

IN THE PAST CAUSED LESS REACTION THAN IS BEING GENERATED NOW. 

5. IN GENERAL, THE CRITICISM FOR MEDIA, INFORMED 
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PUBLIC, AND SOME GOB OFFICIALS (THE LATTER MAINLY 
IN PRIVATE) IS FOCUSSED ON THE INFLATIONARY 
IMPACT, THE ECONOMIC COSTS, AND QUALITY OF 
ECONOMIC POLICYMAKING, INCLUDING THE SECRECY 
WITH WHICH DECISIONS WERE MADE. FINANCE MINISTER 
SIMONSEN HAS ARGUED THAT THE NET IMPACT OF THE 
2-CRUZEIRO DEPOSIT IS, ON BALANCE, DEFLATIONARY. 

WHETHER THE MEASURE WILL IN FACT 

END UP BEING DEFLATIONARY ALSO DPEENDS IN PART 

ON HOW THE FUNDS ARE USED (8.E., WHETHER STERILIZED 

OR EXPENDED), AS WELL AS ON THE INDIRECT (SECOND- 

ROUND AND SUBSEQUENT) EFFECTS RESULTING FROM 

CHANGES IN RELATIVE PRICES OF COMMODITIES 

TRADED IN THE ECONOMY. SOME OF THE 30 BILLION CRUZEIROS 

EXPECTED TO BE COLLECTED IS ALREADY BENG EARMARKED 

FOR PRIORITY SPENDING PROGRAMS SUCH AS THE ALCOHOL-SUBSTITUTION- 

FOR-GASOLINE PROGRAM, AND FOR URBAN TRANSPORTATION. 

6. COMMENT. OVERALL, THE GOB'S "RATIONALIZATION" 

LIMITED OFFICIAL USE 

LIMITED OFFICIAL USE 

PAGE 02 BRASIL 00714 02 OF 02 261609Z 

PLAN IS A CUMBERSOME, AWKWARD ATTEMPT TO STEER A MIDDLE COURSE 
BETWEEN OUTRIGHT RATIONING 

AND EXCLUSIVE RELIANCE ON PRICE HIKES TO CONTRAOL 
THE CONSUMPTION OF PETROLEUM DERIVATIVES, PARTICULARLY 
GASOLINE, THE CONSUMPTION F WHICH STABILIZED 
IN 1976 AS A RESULT OF HIGHER PRICES. THE 
NEW MEASURES HELP RAISE THE PRICE OF GASOLINE 
WELL ABOVE ITS SOCIAL OPPORTUNITY COST AT ANY 
REALISTIC EXCHANGE RATE. PREVIOUS EXPERIENCE WITH 
PRICE RISES FOR PETROLEUM DERIVATIES SUGGESTS 
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THAT THEREWILL BE AT LEAST A SHORT-TERM REDUTION IN GASOLINE, 

AND A DECLINE IN THE RATE OF INCREASE OF FUEL OIL CONSUMPTION AS 
A RESULT OF IMPLEMENTATION OF THE COMPULSORY DEPOSIT. IF ENFORCED 
VIGOROUSLY, THESE AND OTHER MEASURES 
(RESTRICTION ON PARKING, ETC.) WILL FORCE AN 

INCREASED DEMAND FOR THE SERVICES OF THE ALREADY OVERBURDENED PUBLIC 

TRANSPORT SYSTEMS IN BRAZIL. HOW QUICKLY PUBLIC TRANSPORT CAN BE 

EXPANDED IS UNCLEAR AT PRESENT; BUT GIVEN BRAZIL’S IMPORT ES- 

RESTRICTIONS.MOST NEW TRANSPORT EQUIPMENT 

WILL HAVE TO COME FROM DOMESTIC PRODUCERS, AND THIS 

WILL INVOLVE SOME DELAYS. ALTHOUGH THE GOB 

IS RIGHT IN SAYING THAT THE MEW MEASURES SHOULD LEAD TO GREATER 
PUBLIC SENSITIVITY TO THE DIMENSIONS OF 
BRAZIL'S ENERGY PROBLEMS, THE NATURE OF THE MEASURES 
COULD CONTRIBUTE TO PUBLIC CYNICISM. 

IT ALSO REMAINS TO BE SEEN WHETHER THE COMPULSORY DEPOSIT 
PROGRAM FOR GASOLINE AND FUEL OIL WILL LIVE UP TO THE EXPECTA- 
TIONS OF POLICYMAKERS. 

7. THE NEW MEASURES, AS OPPOSED TO STRAIGHT PRICE INCREASES, 

HAVE THE APPEARANCE OF A CERTAIN 

AMOUNT OF SLYNESS. FINANCE MINISTER SIMONSEN ARGUES THAT NOT 
INCLUDING FIRST-ROUND DEPOSIT COSTS IN INFLATION INDICES, AND 
THEREFORE NOT PICKING UP THIS IMPACT IN THE CALCULATION OF MONE- 
TARY CORRECTION, WILL HELP HOLD DOWN INFLATION THAT IS CREATED 
THROUGH THE APPLIAATION OF 
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MONETARY CORRECTION TO WAGES AND TO RETURNS PAID ON CORRECTED 
FINANCIAL ASSETS. BUT THIS NECESSARILY IMPLIES THAT INFLATION 
INDICES WILL UNDERSTATE REALITY NOT ONLY BECAUSE FIRST-ROUND 
EFFECTS OF THE DEPOSIT ARE OMITTED, BUT ALSO BECAUSE MONETARY 
CORRECTION ONE AGAIN IS BEING DEBASED IN THE SENSE THAT THE 
CORRECTION DIVERGES FROM INFLATIONARY REALITY. 

CRIMMINS 


LIMITED OFFICIAL USE 


NNN 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 


Message Attributes 


Automatic Decaptioning: X 
Capture Date: 01 -Jan-1 994 12:00:00 am 
Channel Indicators: n/a 
Current Classification: UNCLASSIFIED 

Concepts: CONSERVATION, PETROLEUM, PROGRAMS (PROJECTS) 

Control Number: n/a 
Copy: SINGLE 

Sent Date: 26-Jan-1977 12:00:00 am 
Decaption Date: 01 -Jan-1 960 12:00:00 am 

Decaption Note: 

Disposition Action: RELEASED 
Disposition Approved on Date: 

Disposition Case Number: n/a 
Disposition Comment: 25 YEAR REVIEW 
Disposition Date: 22 May 2009 
Disposition Event: 

Disposition History: n/a 
Disposition Reason: 

Disposition Remarks: 

Document Number: 1977BRASIL00714 

Document Source: CORE 

Document Unique ID: 00 

Drafter: n/a 

Enclosure: n/a 

Executive Order: N/A 

Errors: N/A 

Expiration: 

Film Number: D770028-0803 
Format: TEL 
From: BRASILIA 
Handling Restrictions: n/a 
Image Path: 

ISecure: 1 

Legacy Key: linkl 977/newtext/tl 97701 18/aaaaapgt. tel 

Line Count: 209 
Litigation Code IDs: 

Litigation Codes: 

Litigation History: 

Locator: TEXT ON-LINE, ON MICROFILM 
Message ID: d63608d1-c288-dd11-92da-001cc4696bcc 
Office: ACTION EB 

Original Classification: LIMITED OFFICIAL USE 
Original Handling Restrictions: n/a 
Original Previous Classification: n/a 
Original Previous Handling Restrictions: n/a 
Page Count: 4 

Previous Channel Indicators: n/a 
Previous Classification: LIMITED OFFICIAL USE 
Previous Handling Restrictions: n/a 
Reference: n/a 
Retention: 0 

Review Action: RELEASED, APPROVED 
Review Content Flags: 

Review Date: 30-Nov-2004 12:00:00 am 
Review Event: 

Review Exemptions: n/a 
Review Media Identifier: 

Review Release Date: n/a 
Review Release Event: n/a 
Review Transfer Date: 

Review Withdrawn Fields: n/a 
SAS ID: 3500702 
Secure: OPEN 
Status: NATIVE 

Subject: PRELIMINARY ASSESSMENT OF BOGYS Y'RATIONALIZATIONY'PROGRAM 
TAGS: EGEN, ENRG, BR 
To: STATE 
Type: TE 

vdkvgwkey: odbc://SAS/SAS.dbo.SAS_Docs/d63608d1-c288-dd11-92da-001cc4696bcc 
Review Markings: 

Margaret P. Grafeld 
Declassified/Released 
US Department of State 
EO Systematic Review 
22 May 2009 

Markings: Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 


Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 22 May 2009 



